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Recent Financial Developments

TH’E_ﬁnuming of the expanded level
of investment in the third gquarter
began o show some of the earmnrks of
the finaneia] pattern of enrlier postwar
business upswings. Dusiness fized in-
westment outleys rose at s somewhat
fagter pace then internal funda during
the quaarter: the rise in bank reserves
and eredit expansion stowed; and in-
tarest rates tended to vise. This wns
in contrast to developments during the
period from. the recession low in early
1961 through mid-1963, when iniornal
funds rose faster than business invest-
ments; bank reserves were maintained
at o volune which permitted a peace-
time recerd sxpansion in bank credit;
and long-term inlerest rotes tended to
ful, while short-term rates moved up
medderataly.

Outlnys for residentinl construction
and consumer durables have been run-
ning counter to the experience of ealier
postwoar  expeusions. These outlays
and the associated borrewlng hnve
tended to rise irveguludy tlwoughout
the current recovery in contrast to
previous economic advanees when de-
clines in these sectors developed foirly
early. During the third quarter, resi-
denlinl construction moved up, and
guto nud other durable goods buying
ramained comporatively strong,

Monetary policy less eosy
The Feders]l Resctve System exerted
gome restroint on member bank resorve
positiona during the suniner in the fnce
of the balance of payments defieit.
The first half rise in the bolonee of
peyiments deficit was pssocialed with
capitol movements, and the monetary
mensures were designed bo inhibit themn,
Credit remsined readity available for
domestic borrowers throughout the
pesiod.
The ehift toward somewhai less ensy
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cradit conditions was signaled by an
increase in the disconnt rete Irom 3 to
a¥ percent in July and further effected
by a slowing in the pace of open market
purchases, During the pnst three
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months, net purcheses of Treasury
securities by the Fadersl Resorve
System—which add to bank reserves—
were less than the reductions in com-
mertial banl resarves stamming from
surrency and gold outflows. Total
resarves, however, were maintained, as
banks stepped up their borrowing to
£313 million in October as compared
with $76 million in the comparable
period of last year.

Tha recent changes in monetary
poliey followed an unusually long time
of relntively easy credit conditions for
n period of economie advance, Duar-
ing the sconomic ndvances following
the 1954 and 1958 rocessions, the
monetary authorities Lad moved
towards substantinlly tighier credit
within o yenr after tha upturn. Duving
tha current ndvance—whith started
early in 1961—the monetory autlori-
ties maintained penerally easy reserve |
positions: wherens borrowings had ex-
ceaded Tree reserves within o yeor after -
the smiier tpturns, they have not yet
dona so in this one. Inieresi rates
hive also shown g generally sasy tone -
75 compared with the rapid pdvanees
characteristic of prior cycies.

Bonlk expansion slows

Commereial bank credit expansion
slowed during the summer. Total bank
credit rose only 5% billion (semsonully -
ndjusted) as compored with 36% billion
in the spring quarter, and & peacetime
record of $7 billion during the first
quoarger of 1063. The slowdown in
ecommercial bank credit axpansion fen- .
tured o 3¢% billion reduction in Federal
Governmant securitiess—{ollowing n
modest sale of $% billion in the second
quarter and net purchases agpregating
$2Y% biilion in the first. (See chort.}

All categories of bank credit other
than Federsl securities continwad to rise
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dvring the summer quarter, though
generally ol o somewhat slower paoe
than in the second. Purchnses of tax-
svempt secitritiea ware off from the
garond quarter level but continued well
abave thosa of enrlier quartars. Com-
mercinl banks continued to invest
gtihstantial sums in real estnia mort-
gagos, although here, too, the pace
slowed wmoderately from the aspring
uarter. Business borrowings mnd con-
gumer credit extensiona remained high,
though these were also off from the
gpring guerter rnie.  Security oredit
was the only category showing a
stopped-up rate of expansion during
the third quarter.

A continuing rise in the relntive
proportion of time depoeits tended to
cushion the effects of the changes in
the bonks' reserve positions noted
enrlier since time deposits carey o 1e-
serve requirement between one-fourth
and one-third of that on demand de-
posits. Time deposits rose hy $3
Lillion, Demand deposits showad little
change m the aggregste: a 31 billion
rise in private demand deposits just
mntched n more than sessonal reduc-
tion in Federnl Government demand
deposits.

Sinee time deposits nre in fact readily
convertible inte cnsh, and nvepaps
imterest rates paid on such deposits hy
banks have been rising, corporntions
und individuals have kept larger shares
of their liquid reserves in this interest-
carning medivm. The summer ex-

. pension in time deposits was in line

with developments over the past decade
when time deposite rose $84 hillions,
deiiing deposits rose only-$19 hillions,
Other finanein! instithtions

The nggregnte voluma of lending by
anvings institutions other then boanks
continued during tho summer at the
high rate remched earhier this year.
The buaynacy in aggregate lending
masked divergent movements among
inatitutions: Savings and loon nesacie-
tionz and insurance canders stepped
up their mortmige lending; mutual
snvinge bianks reduced thens.

Savings and Yoan asszocintions con-
tinned to expand their mortgnge lond-
ing activities although new share liold-
ings dipped Irom the second guarter
pace alter dividend rates were reduced
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in July. The deficiency in savings
inflow wee made up by borrowings
from nnd reductions in deposits with
the Federn] Home Loan Bonks. De-
apite the weaknees in savinps infow,
mortgnge Joan ecommitments were &t
an alltima high.

Tha fow of savings to mutual savings
banks slowed from the $3¥ billion pace
ruling sinee enrly lest year. Mortgage
lending hy these institutions also slowed
modemsaly.

The net inflow to life insurance com-
panies eontinged at the §1X billign mio
firat renched in 1962, These funds wers
ueed in adding to mortgare porifolioe
and in purchasing corporata and foreign
aecurities. Faderol security pavtielios
showed little chinge in conteast to a
nat liquidation during the spring.

Finaneing costs

The developments within the finnncia]
scctor just reviewed, in combiagiion
with o relatively firm demand for credis,
wore reflected in financiog costs during
the third querter: short-tersn yields
rose ab the sharpest pace in & yenr and
& half; long-terim market yields drifted
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upwards; and the two-yoenr decline in
morigegs intorest rates halted. The
rise in short-term yiclls was pacticu-
larly pronounced for 3-inonth Trensury
bills, yiclds on which spurted ab mid-
yoar and have continued to rise irregn-
larly sinee. The rize also extended to
intermediate-tem:  jesues:  Treasury
Ismnca maturing in 3 to 5 years carvied
rates averaging 3.9 percent ab the end
of the auarter, as comparad with 3.7
porcent at the heginning.

Thic risa in long-term yields was most
noticeable [or imstrumenta  sctively
trandled in the mavket: yields on Laxable
Treasnry bonda roze D04 porcentage
points during the quarter; high-gradae
rmunicipal bonds wera up 0.04 porteniage
points; while corpornte bonds vated
Asn  incressed by 0.08 perceningze
points. Interest cosis showed no
change {or eithor FHA or conventionul
morigage loans during the quarier,
ending & docline which had porsisied
for nearly (wo yenrs.

The net result of the differentinl
movelnenis in interest raies during the
summer was 40 redvce further the
spread between short- nnd long-term
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interest Totee. In the case of Treasury
eecurities, 3-month bill yields were
only ¥ percentage point helow long-
lerm bonds, ns comparsd with =
differential of over ons percentage
point in June. Such o parrowing in
yicld spreads has been o characteristic
feature of every period of rising intarest
rates;: during the money-market strin-
gency of late 1950 nnd early 1080,
¥ields on 3-month bills actually climbed
above those on long-term bonds.

FINANMCING COSTS
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Alter soma hepitancy in the spring,
eotmon stock prices resumed their
upward movement and by Sepiember
most indexes had passed the previoua
peales of late 1081, Tha incresea in
stoek pricas woes paralleled by 2 mnrked
risa in stock market credit, ag hnd been
the cnss in each of the mojor postwar
advances in stock volves. Indicators
of the smpll investor's interest—muet
purchases through odd lot denlers and
net muetunl fupd purchasce—continued
to reflect ¢nution despite the price rise.

SURVEY QF CURRENT BUSINESS

During emdlier periods, these trans-
actions hrd moved up as the price
ndvanece lengthened. In October, the
Federsl Reserve rawed margin require-
ments on stock porcheses frem 50 to
70 percent.

With rising stock prices, sarminge-
price ratiog and dividend yislde have
follen: the dacline in these retios wos
limitsd by & sharp expansion in profits
and dividends, so that steck financing
cosis are still at modarnéely high levels.

' Corporate Finance

Corporate investivent in plant and
equipment rose for tha sccond snccessive
quarter. Apariment-house construe-
tion also moved up snd inventory and
other working capital requiremeants
continuad &t high levels. Interpal
funds also incressed, but, in coptrnst
o the pattern up to the recent period,
the vise was noi so great as that in
investmeni., With external fAnaneing
unclisnged ftor the second quarter, there
wus apparently eome reduction in
Kauid aeset holdings.

Corporate investment up

Thie third quarter rise—$2 billion—
enrried corporate plant and aquipmaent
investiment o a total of $34% billion
{anmunl rote). All induatry groups
ghored in the Iatest advanes nxeopt
“other trangportation.” Partienlarly
noteworthy wes the risa in manu-
fcturing, which brought this proup
close to the previous peak of wid-1857,
Investment by publie utilities and
“commercial and other” firme, also
rogistered substantial gains. Kailroad
outlays rose 20 percent, and renched
& rats equel to thot of 1956, 1n
addition to the advances in plant and
equipment spending, the construestion
and purchnse of npartiment houses—
included in “other asgets’ in tobfs 1—
alse continued ateong.

Tha rige in economic aetivity during
the suinmer wos secompanied by higher
working capital requiremants, Al
though inventory buying wns little
changed, incompleta data indieate an
increasa in ¢ustomer financing—includ-
ing conswmer  eredic  and  teade
receivibies—as the volume of trans-
nctions rose.
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Corporate financing

Internal funds of nonfinancial cor-
porations rose about $1 billion {annual °
roie) in the third quarter. Advances
in retoined earnings and in deprecintion
charges contributed shout cone-hnli
billion dellars each te the expansiou.
Though the latest incrense was sub-
stnntially below that in plant and
equipment cutloys, the flow of internal
funds continued well abova the lovel
of copitnl spending; o two-fifths vise in
internal funds over the past 24 yenrs
hea considerably outstripped an incressa
of one-fifth in copitel outlays.

As noted sbove, the total of extarnal
financing (including short-term bank
loans) waa about the same in the third
gquarter as in the second. There wers
setne shifta in composition: Net funds
roised through bond and stock issues
ware unchanged from the low second
gaarter level, but short-term bank
borrowing fell mederately, ond mort-
gaze financing rose.

Although net bond issues were un-
changed, the gross floiation of new
bhonds was off; the velume of refinonc-
ing, high during the spring, aleo fell as
interest rates firmed. Yields on Aaa
rated corporate bonds moved up during
the summer, wafter having gradunlly
declined during the previous 2 yenrs.

Stock issues shewed little change.
The vohime of new issues hns remained
at g low level throughout the current
rise in stock prices; stock finencing

CORPORAVE INVESTMENY AND CATH FLOW
Billicn $
50
40 -
Iratarnaf qu!:* L
, _.--"'"f
o
sl e _,,f -
I Flaml ond Equipnunt E'ernncml.mn'
by Monlipasial coparationg
20 L1 1 t [ | I L I |
61 1952 1943
ity Adfeind, of Anewol fuane

¥ indisterbwtad prailis end depreginthan of o1
oarpeored lon odhar vham bonbiy ool Snmueonce carrinrEs
U1, 04 iinnd o8 Cachwis e Ofbcr #f iusmens [ comemicn #1112




Movemher 1943

¢ogts have shown enly a modest im-
provement relative to bond yields, and
ipvestor interest in new issues Das
rempined weak. Investment company
jesues also showed little expansion
despite the rapid rise in stock prices;
in carlier morlket asdvonces purchases
of these securities had tended (o miove
up.

l:'I'I‘ha rise in morigage borrowing
during the summer reflected increnses
in construction losns and the finencing
of expanded apartment house, office
and commercial building.

There was a modest third-quarter
reduction in baok borrowing.  Finance
companies increased their borrowing,
while other corporations reduced theirs.
Townrds the end of the guarter, there
wers some indieations of a strengthen-
ing in bonk loan demand: Finsnca
company requirements moved up after
the introduclion of new model auto-
mobiles and borrowing by other cor-
porations wis Teported strong in the
closing waeks of September.

Liquid assets off

Corporations  apparently reduced
their ngeregnte holdings of liguid as-
gete—deposits and 118, Government
securities—during the smnmer.  1n ad-
dition, thare wns & continuation of the
ghift from demand deposite and U5,
Government securitics o time certifi-
cntes of deposite—particufurly in July
when interest rates paynble on short-
dated issues ware raised.

Comparisor with previois edrances
During the advance from the early

1981 eyelicaf low through June of this

yenr, the granter abundonce of internal
funds relative €o plant and squipment
outlays had marked offects on corporate
financing practices. - As compared with
pravigus periods of aconoinic expansion,
corporations depended litta on stock
or bond flotations or on commercial
bank leans. Further, they have in-
erensed moderately their liquid nsset
holdings owver the first 2 yenrs of the
eurtent business rise. During previcus
biginess upawings, the ralntive scareity
of internal funds hind been reflected in
marked rises in axternal finaneing and
a draft on liguid assets neeumulnted in
the provious racessions. Thug corporn-
tiong put lezs demand en, and supplied

SURYEY OF CURRENT DUSINESS

more funds by, the money and capital
markets during the first 2 years of the
cwrrent business expnnsion than during
corlier perviods of economis advance,

Wkile the aveilable dats suggest thot
finaneisl developinents during the third
guarter npporently marked o partial
return to the pebtern of agilier advaneces,
it should be noted that most corporn-
tions are gill in & highly liquid position
far this phoge of the gycle.

Consumer Finances

Purchnses of houvsas and consumer
durnbles remained high during the
summer 08 did the uea of mortgage and
imgtallmant eredit. During the same
period, persomal saving tofaled 330
billion-—about tle same as in the second
gquarter. Debt repsyments moved up
and investmienis in liquid elaims Call off.

As indiented in the chact, residential
eonstruction ond  consumer durable
purchases have moved ircegularly op-
wid over the past two ond a hall
yvenrs. A willingness by individuals to
borow increeasd sums relafive to
income played an important vole in
M'neilitating these transactions. In this
reapect, the third quarter showed litte
change.

Mortzage borrowing

Nonfarm  residential morigage re-
eordings reached en olltime high of
$38K Gillion ot sessonally adjusted
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nnnual rates during the sunmer. This
wos $1 billion above the zecond quarter
pnce and represented a 20 percent
mlvance over the past 2 years.

The residential mortgage morket has
presented a quite different picture
during the cwrent business advance
than in entlier ones, when mortgage
borrowing nnd residential construction
declined a2 bonks withdrew from the
norigage marcket during periods of
tight money. In contrast, the banking
system has this time been » substantial
net supplier of mortgags credit. With
credit rendily avnilable, and intereat
costs declining up to midyear, thare
nppesra to have been an inereasing uae
of borrowed money in tha turnover of
existing propertics, az well as in finane-
ing non-housing outlays such as collega
educations.

During the third guarter, the mori-
gege markat was supported by the
banks' portfolio adjustinents veferred
to earlier. Navarthaless, banks reduged
their morigage landing moderately but
this was more than offsst by a risa in
lsnding by savings and [oan associations
and insurance companies.

Consumer credit

Conzamerpurchasesof antosandother
durables showed little change during
the third gquarter from the high rate of
oniier quaviers,  The eall for consumer
installment, credit was about the same
in the sommer as it had becn in the
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gpring, arul o record volomea of 515 bil-
lion in loans was extended duving the
quarter.

The enbanced willingness of con-
sutnels to borrow—which has bhesn a
chavocteristic of the entire postwnr
period—hns been veflected in on up-
frend in the rvatio of consumer credit
axtensions to dispozable personal in-
come, By the end of the suinmer, this
ratio was approximating 15 percent as
compared with 14Y percent o Fear ago.

Personel investmernt

While eutting back on their saving
through commercial bank deposits, in-
dividuals eontinued to add to their
heldings ¢f savings and loan association
shares a6 the record volumes recovdad
in the pnst several quarters. The vol-
wmne of delib reprymenis moved up due-
ing the summer, reflecting the heavy
volume of consumey and mortgnge debt
incurred in the recent past.

Fragmentary data indicate that in-
dividuals continued to sell common
slocks on balince dering the swmmer.
Thiz was particolarly noeteworkhy be-
ganse the sunmer was murked by 8 re-
newd upsurge in comnmon stock prices.
During previous advances, there had
normally been wpward turns in ook
trading  tlrongh odd-let dealers and
purclinses ¢f mutunl fund sccurities.
During the most vecent advance in
stock prices, thess indicafors showed
little increase in personal participation.

Government Finance

Ovoerall financing requirsments of
Federal, Stats, and local governinents
were little changed during the summer
from the levels of the preceding quarter.
An improvement in ths sessonally ad-
justed national income aceounts deficit
for the Federnl Government was eifsob
by a spoedup in check processing.
Staie and loenl bond fletations con-
tirmicd at the $2 billien pace of the past
#ix quarters.

Faderal finonce

The Federnl deficit on ineome and

product accounts amounted to about

SURVEY OF CURRENT BUSINESS

$2 billion in the third quarter, o redie-
tion of one-third from the spring rate,
and the smallest since the cyclicol low
ewrly in 1961, The third quarter jm-
provoment 1oflecied a stabilization in
cxpenditures, which rose only $% billion
te 5116 Lillion, and continnod advances
in tax acerupls, which rose nemly 52
billion t¢ an wnnual rage of $114 billien.

In spite of these changes, cash
requiremicnts moved up ns there was a
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rise in the volume of cheeks paid as
compared ~ with <checks issued. The
government reduced its aversge ensh
holdings during the quarter by ennugh
to oot the addikional requirements
and the velume of borrowing from bhe
public wis veduced on & sensonally ad-
justed basis.

Korembar 173

Fedoral debi operations during this
period resulied in & rise in sccoribes due
in five years or more, and o reduction in
short-term issues. The decline in
ghort-term seeuritiea stemimed from an
advance refunding operation in Sep-
tember when approximately $¢ billion
of securities due within a Fear were
exchonged for longer term issues. The
outstanding volume of Tressury bills
roso $1 billion during the quarter. Ad-
vance rofunding techniques have beon
used to stretch the maburity structure
of the Federal debt ns such tocliniques
tend to nchieve the desired lengthening
of the debt structure withouzt undue
upward pressurs oo long-term rates.

State and local borrowing

Borrewing by Stete and municipal
governments continued at a Ligh pace.
The high and rising level of public
construction fogether with generally
eagy money conditions has helpad sus-
tain an avernge pace of 39 billion in
such finnneing over the pasi 2 yenrs,
As interest costs generally tightened
during the summer, thare was o tend-
ency for municipal bond yieldz to move
irregularly upwards,

Foreign borrowing

Raduced private eapital outflows
played o major role in 4 sharp inprove-
ment in the balance of payments
during the third quarter. The volume
of foreign secyrities issued in tha United
States fell from about $520 million in
the second qunrter to about $175 mil-
lion in the summer, and short-term
bank credita weve reduced from s
outflow of cloge to $400 million in the
spriog to o nef inflow of nearly $100
million in the third quarter. This
marked o reversal of develepmants in
the first Lalf of 1963, when there hnd
been a marked atep-up in the pace of
foreign security flotntions in the Tnited
States mawkeb and & ahift in short-tarm
bank lending from on inflow of 578
million in tha first. quarier to an sutfowy
of $400 willion in the sacond,




